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THE operation of reading the minutes during the course of an audit is not 
intended to be a pastime or diversion. It 
has as its object the serious purpose of 
seeking information which may have bear-
ing on the financial operations and account-
ing of the organization in question. The 
word "minutes" is an all-inclusive term, 
and covers not only those of the stock-
holders and directors, but also those of the 
executive committee and any other stand-
ing or special committees, the work of 
which is in any way related to the financial 
operations or policies of the organization. 
The minutes record the action of the com-
pany's legislative bodies, so to speak, and 
in effect become the laws governing the 
conduct of the organization. The minutes 
of the executive committee are, as a rule, 
the most voluminous, since that committee 
is the active force behind the company's 
operations. The actions of the executive 
committee are usually subject to adoption 
by the directors, while many of the acts 
of directors require ratification by stock-
holders in order to become effective. 
Minutes frequently disclose conditions, 
stipulations, authorizations, or restrictions, 
which have a direct bearing on the account-
ing, and to which attention is not always 
given by company employes in the ac-
counting. The reading of the minutes 
frequently brings to the attention of the 
public accountant moot questions of which 
otherwise he would be ignorant. These 
questions are becoming more and more 
frequent, and the prospect is that they will 
increase in number with the introduction 
of laws regulating the issue of stock without 
par value, both common and preferred, in 
various states. 
One of these questions, relating to divi-
dends, came to light recently. The moot 
question involved the necessity, from an 
accounting point of view, of showing on the 
balance sheet as a liability, the unpaid 
cumulative dividend on preferred stock. 
This question arises more or less periodi-
cally, but it appears that there should be 
no particular difficulty in deciding it. 
Dividends become a liability when declared 
and not until then. The only right which 
a stockholder holding preferred shares with 
a cumulative provision has, is that of 
receiving from the corporation, before any 
dividends are paid to common stockholders, 
the full amount of the dividend accumu-
lated. It naturally follows, therefore, that 
if the stockholder has no right, the corpora-
tion has no obligation to pay dividends, 
even under the provision of accumulation, 
until such dividends have been declared 
by the directors. It seems important, as 
a matter of information, that some refer-
ence should be made on the balance sheet 
to the percentage of cumulative dividend 
preference. This is usually accomplished 
by a footnote setting forth the facts relating 
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to this particular phase of the situation. 
It is obviously wrong to set up the liability 
until dividends have been declared. 
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